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THURSDAY, APRIL 7, 1955 


Unirep STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON BANKING, 
Washington, D. C. 

The subcommittee met at 10 a. m. in room 301, Senate Office 
Building. Senator A. Willis Robertson (chairman of the subcom- 
mittee presiding. 

Present: Senators Robertson and Monroney 

Senator Roprerrson. The committee will please come to order 

We have before us today S. 256, introduced by the chairman of 
this subcommittee and the Senator from Ohio, Mr. Bricker. 

5. 256 is as follows:) 

[S. 256, 84th Cong., Ist sess.] 


4A BILL To eliminate cumulative voting of shares of stock in the election of t f national banking 


ycilations unless provided for in the article of associati 


] } he Senate and House of Representatives TT» Tinjes of 
ime ( Congress assembled, That the first sentence of section 5144 of th 

R d Statutes, as amended (12 U. 8. C. 61) is amended by adding after the 
first ‘‘or’’ a comma and the following: “‘if the articles of associat so provid 


Senator Ronertrson. The chairman is pleased to report that since 
offering the proposal to amend the Banking Act to make cumulative 
voting permissible he has received a number of communications indi- 
cating that the proposal is widely supported over the Nation and 
the principal objection that was interposed last year has been with- 
drawn. 

Under those circumstances the chairman does not feel that it will 
be necessary to go into any great detail in the testimony. While we 
have six witnesses scheduled to testify and there may be others 
who asked that privilege—the chairman is hoping that we can con- 
clude these hearings by the noon hour. 

The first witness, on the list as prepared by the clerk of the com- 
mittee, is Mr. Joseph E. Healy, president, Citizens National Bank, 
Hampton, Va., representing the American Bankers Association. 

Mr. Healy, we are pleased to have you with us. 


STATEMENT OF JOSEPH E. HEALY, PRESIDENT, CITIZENS 
NATIONAL BANK, HAMPTON, VA., REPRESENTING AMERICAN 
BANKERS ASSOCIATION 


Mr. Heaty. Senator Robertson, my name is Joseph E. Healey. 
I am president of the Citizens National Bank of Hampton, Va., It 
was my privilege last year to appear before this committee on Senate 
bill 3158 to eliminate cumulative voting of shares of stock for the 


1 
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election of directors of national banking associations. I am happy 
to be here today, testifying once more on behalf of the American 
Bankers Association and in full support of S. 256. 

5. 256 if enacted into law would have the effect of eliminating cumu- 
lative voting of shares of stock in the election of directors of national 
banking associations, unless provided for in the articles of association. 
[t would put an end to a mandatory provision contained in the Banking 
Act of 1933 which, according to the statement of Senator Carter Glass 
in the Congressional Record of May 19, 1933, page 3731, was inserted 
at the suggestion of one Senator. There was no evidence recorded of a 
general demand for such a provision. 

For a period of 70 years prior thereto, since the inception of the 
national banking system, no such provision for cumulative voting of 
shares for directors was contained in the Federal laws. 

Cumulative voting is a means by which a shareholder is entitled, 
for each share of stock he owns, to as many votes for directors as there 


are directors to be elected. He may east all these votes on a pro rata 
basis among all candidates, or concentrate all votes on any | candidate, 
or distribute them among 2 or more, as he sees fit. Under such an 
arrangement a small minority of shareholders by concentrating on 1 
candidate could secure his election as a director. Theoretically the 
arrangement is intended to enable minority shareholders to have rep- 
resentation on the board of directors and thereby safeguard their 


hnterests 

Cumulative voting for directors is seldom used. When used, it 
usually has been in an effort to secure the election of individuals who 
do not always have the best interests of the bank in mind. In the 
selection of directors the management of a bank attempts to secure the 
n of those who have demonstrated their ability in business and 
professionally in the community and who would have the best interests 
in mind, not only of the bank but the welfare of the locality. Such 
directors are not motivated by personal or selfish interests in discharg- 
ing their confidential and important duties on behalf of the bank. 

It is our belief that the existing law relating to cumulative voting is 
not conducive to the harmonious and successful operation of national 
banking associations. This privilege might be exercised by a minority 
group of shareholders prompted by selfish interests in such a way as to 
result in the election of directors whose activities might be detri- 
mental not only to the best interests of the bank and the majority of 
shareholders, but also to other minority interests. A minority group 
of shareholders could very well disturb the sound operation of a bank. 
It seems to me that the arguments against the present mandatory pro- 
visions of the cumulative voting statute carry greater weight for the 


following reasons 


CLlLeCCLIO 


|. The absolute right now given to shareholders to vote stock on a 
cumulative basis permits an irresponsible or unqualified individual, 
or one whose motives and interests might be in conflict with the best 
interests of a bank or the community, to acquire sufficient shares of 
stock in a national banking association and by means of a cumulative 
voting arrangement assures his election to the board of directors for 
his personal purposes. Situations have arisen where such minority 
shareholder elected as a director has conducted himself in a manner 
which has obstructed the orderly conduct of business of the board, or 
which has resultcd in the divulging to outsiders of confidential infor- 
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mation about the business of the bank and its customers. Such 
directors have on occasion turned the board meetings into forums for 
discussion of personalities and matters detrimental to the harmonious 
operation of a sound bank. The responsibilities of the members of 
the board of directors are such that any serious discord or friction 
might shake the confidence of other shareholders or de ‘posit ors and 
the public generally. This is especially true in smaller communities. 

2. Minority shareholders elected to the board by virtue of cumu- 
lative voting, prompted by a personal profit motive r: ieee than from 
the best interests of the bank or the community, could promote the 
payment of large dividends, regardless of the comilibion of the bank 
or the better judgme nt of the m: jority of directors; or could encourage 
the sale or me rger of a bank or the sale of shares of stock owned by 
them at excessive prices. 

The present cumulative voting provision can under certain 
cre -umsts inces give a majority re lem bakions on the board of directors 
of a national banking association to a minority group of shareholders 
and thus obstruct the carrying out of the objectives of the majority 
of shareholders. This can be best pointed out by quoting from 
Ballantine, Law of Corporation, page 404: 


An unwary majority may find that a vigilant minority has deprived the major- 
ty of control, if they spread their votes over too many offices. If there are 1,000 
iares outstanding and 10 directors to be e lecte d, and 1 person holds 600 shares 
ie should be able to elect a majority of the dire co If, however, he casts 600 
ites straight for each 1 of 10 candidates, and if the 400 minority shares cumulate 
heir 4,000 votes on 6 candidates, they can give each of the 6, 666.6 votes. 
Che minority will thus elect 6 of the directors and the majority will elect onlv 4 
lirectors. (Citing Dulin v. Pacific Wood & Coal Co., 103 Cal. 357; Schwartz v. 


State, 61 ‘Oh io St. 497; Pierce v. Commonwealth, 104 Pa. St. 150 


The percentage of shares held by the minority desiring to gain 
control of the board of directors need not be 40 percent as cited above; 
hut could be for a lesser percentage due to the fact that in larger 
banks with wide distribution of share ownership many shareholders 
are negligent or indifferent in connection with fulfilling their voting 
prerogatives. 

Kor the reasons stated and, in addition, because banks desiring 
cumulative voting for directors could still retain such privilege under 
5. 256 if it is authorized in its articles of association, we urge that this 
committee take favorable action upon 5S. 256. 

Senator Ropertson. We understand that you have been authorized 
to speak for the American Bankers Association. 

Mr. Hrary. That is correct, sir. 

Senator Ropertson. And that the American Bankers Association 
give their wholehearted and unqualified endorsement to this measure? 

Mr. Hearty. That’s right, sir. 

Senator Ronertrson. Thank you. The next witness is Mr. Robert 
V. Fleming, president and chairman of the board of the Riggs National 
Bank, Washington, D.C. We are pleased to have you, Mr. Fleming. 
Before you testify: There may be some people who read this record 
who may not know how long you have been in the banking business 
and what high positions you have held in the American Bankers 
Association. How long have you been in the banking business? 
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STATEMENT OF ROBERT V. FLEMING, PRESIDENT AND CHAIR- 
MAN OF THE BOARD, THE RIGGS NATIONAL BANK OF WASH- 
INGTON, D. C. 


Mr. Fieminea. Since 1908. I think I have covered it in my brief 
statement, Mr. Chairman. 

Senator Ropertson. You have been a president of the American 
Bankers Association? 

Mr. Fremrine. That is correct, sir. 

Senator Ronertrson. And in addition to that you have served on 
numerous boards and commissions by presidential and _ other 
appointments? 

Mr. Fuemine. That is correct, sir. 

Senator Ronertrson. It has been my pleasure to be in Washington 
for 22 years and | have known you through those years 

Mr. Fiueminc. And my privilege, too, sir. 

Senator Rorertson. One reason that I indicated to you that our 
committee would be glad to have your views was because I know of 
nobody who is better posted on the views of bankers, who keeps in 
more constant touch with them, or who has been more civic-minded 
than you have been for a long period of time. 

Mr. FLemine. Thank vou 

Senator Roperrson. You may proceed. 

Mr. Fureminc. Mr. Chairman, | am appearing here this morning 
to testify in favor of S. 256. The effect of this bill would provide 
that the provision for cumulative voting which is mandatory under 


1g 
the National Banking Act as amended in 1933 in connection with 


he election of directors of national banks by the shareholders of such 
| upon the condition that the shareholders 


{ l 
banks eo i | become ODLIONAL 


by al LAjOrity vote either t y require the provision for cumulative voting 
be retained or eliminated under the terms of their articles of association. 

In order to more thoroughly identify myself, I desire to state that 
for nearly 30 vears I have been the chief executive officer of the Riggs 
National Bank and served as president of the American Bankers 
Association in 1935-36 Prior to that time I was chairman of the 
association’s committee on Federal legislation and vice president of 
the association | also served as president of the Association of 
R rve City Bankers in 1944-45. Ihave been in the banking business 
since 1908, having started as a messenger in the Riggs National Bank, 


an through various positions 1 have held in national organizations, 
L have had the opportunity to become familiar with banking and its 
techniques and problems as well as legislative proposals. 
National banks are operated under somewhat different conditions 
than ordinary business corporations in that when a director ts elected 
by the shareholders he must take an oath to uphold the banking laws. 
National banks are under the supervision of the Office of the Comp- 
troller of the Curreneyv and undergo strict examination by the exam- 
iners oO that Office | have creat respect for that Office and the 
abilities of the various Comptrollers and their examiners. Their 
@XAMIINALIONS Aare eareful and very very strict. 

furthermore, a director of a national bank may be removed from 
his office by the Board of Governors of the Federal Reserve System 


il he Bi ard finds unsafe or unsound practices are permitted to 
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It has been my observation that national banks as well as other 
banking institutions seek and endeavor wherever possible to obtain 
as directors men of outstanding character and integrity, who are held 
in the highest esteem in the community, for their advices and guidance 
so that the confidence of the public which a bank must have can be 
maintained. 

It has also been my observation over this long period of time that 
national bank directors are sincerely working in the interest of the 
shareholders they represent and are careful in the selection of the 
officials they elect to run the bank. I have often marveled at the time 
and effort they expend simply for a small director’s fee. It is on 
account of their interest in the institution and the community in which 
they live that they make what I consider a very distinct sacrifice in 
serving as directors 

Cumulative voting has never been exercised in my own institution, 
although at each shareholders meeting I thoroughly and carefully 
explain to the shareholders the provisions of cumulative voting and 
how they can accumulate their votes for 1 or 2 directors if they so 
desire, but this has never been availed of. 

I believe that in larger institutions cumulative voting rarely has 
been exercised, although I believe that in smaller institutions from time 
to time an individual for personal reasons or one who is seeking to gain 
control of the institution may have exercised the cumulative voting 
provision, which sounds good in theory but which in practice has not 
worked out. 


Under e maine, business pressure and the dynamic economy in which 


we are living both officers and directors must work in harmony in 
order that their i nstitution may be run successfully, and it seems to me 
that if the shareholders vote to eliminate cumulative voting—which 


woula have to be by majority vote—this is the American way of doing 
business and rule by a majority rather than by a segment which may be 
disgruntled or have some personal reasons for desiring to impose 
either themselves or their nominees as directors. 

Cumulative voting could permit the election of a director who could 
represent and act for the benefit of a special interest and not be in the 
interest of the majority of the shareholders or the welfare of the insti- 
tution. 

It is therefore my considered judgment that this bill, S. 256, per- 
mitting the shareholders of a national bank to have the option either 
to eliminate cumulative voting or retain it is a sound piece of legis- 
lation and I trust it will be favorably reported by the Banking and 
Currency Committee and be enacted into law. 

Senator Monroney (presiding). Thank you very much for that 
splendid statement. Is there anything further that you have to add? 

Mr. Fieminea. | think that generally covers it. I think Mr. Healy 
has covered the procedure of cumulative voting and how a minority 
interest can put two directors on or more. That was covered very 
thoroughly in his testimony. I again say it sounds good in theory 
but I think the American way of doing things is rule by majority. 
If stockholders vote under the provisions of this bill and want to 
eliminate the provisions, they have the right to do so. If they want 
to retain it, they can, and the cumulative voting provision can be 
retained. 
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Senator Monroney. This bill has the support of the American 
Bankers Association? 

Mr. Fiemina. | am sure it has, sir 

Senator Monroney. That is what I understood. The independent 
bankers, State bankers, do you know their position on it? 

Mr. FLemina. I do not, sir. 

Senator Monroney. But it has been before the American Bankers 
Association a number of times and thoroughly discussed and is thor- 
oughly understood? 

Mr. Fiemina. It first came up back in 1932 or 1933. I don’t 
like to press too deep into memory without checking my records. |] 
was chairman of the Committee on Banking Studies at that time and 
the purpose for cumulative voting came before that committee. We 
opposed it but through certain strong pressures it was inserted in the 
amendments to the Banking Act of 1933. 

Senator MONRONEY We certainly appreciate the benefit of your 
aa vice 

Mir. Fuemine. Thank vou, sir. 

Senator Monroney. Mr. T. E. Sebrell, chairman, Federal legis- 
LatlVe committer \ Irginia Bankers Association. We appreciate 
very much your taking time to appear here before our committee. 


Mr. Robertson was called out for a few moments and will be back very 


shorth to take Ove! \\ e will be olad to have vou proceed in your own 
wa 


STATEMENT OF THOMAS E. SEBRELL III, CHAIRMAN OF THE 
COMMITTEE ON FEDERAL LEGISLATION, VIRGINIA BANKERS 
ASSOCIATION 


Mr. Seprety. Thank vou, Mr. Chairman. Mr. Chairman, I am 
Thomas E. Sebrell II]. I am secretary-treasurer of the Clarendon 
Trust Co., Arlington, Va., and chairman of the committee on Federal 


i 


i sation Vire hia Bankers Association 

Wi Ol the \ la Bankers Assov ination, wunAl imously endorse 
Senate ! | 256 vt | | as been recommended hy the national banl ing 
di m of the American Banking Association to amend title 12 of 

Lif states C‘ode. section ol. to eliminate cumulative voting of 
shares of stock in the election of directors of national banking 
associations unless provided for in the article of association. 

‘| yublished hearings on Senate bill 3158 to eliminate cumulative 
vot of shares of stoek in the election of directors of national 
bat ¢ associations before the 83d Congress comprised 31 pages. 
To cite the objections of the Virginia Bankers Association to the 
right of cumulative voting would be much a repetition of what has 
been previously stated. We would like to call attention to several 
pertinent statements given as testimony in support of the previous 
bill to eliminate cumulative voting in national banking associations 
s LDS. S3d Cong 2d sess 


Letter of A. N. Overby, Acting Secretary of the Treasury, to 


he Honorable Homer E. Capehart, chairman, Committee on Bank- 
ing and Curreney, dated April 28, 1954, stated 
I Department [I S. Treasury Department] is aware of no instance in 


wl ative \ ng has proved to be a beneficial force in the affairs of 
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~ 


2) Letter of H. E. Cook, Chairman of the Federal Deposit Insur- 
ance Corporation, to Mr. Ira Dixon, clerk, Committee on Banking 
and Currency, dated March 31, 1954, stated 

We have found * * * instances that this liberalization in fav 
has brought dissension and disunity into the corporate 


contrary to the best interests of the particular bank 


(3) Mr. Ray M. Gidney, Comptroller of the Currency, before a 
subcommittee of the Committee on Banking and Curre 
States Senate, 83d Congress on April 29, 1954, stated: 


W eli that a national bank can be best operat v 
degree of unity in the directorate and in t fficial sta r} 
t K d re | Do! ( | ( 1 
1 Col fidenc of differe! 
( 1 ( fidence I he ae} l i 
ization Confidence is not engendered 
( e director fab 


These statements as made on behalf of three of our 


visory agencies, who are in positions to know th pos ibli fallacious 
aces of the right of cumulative voting are, 1n ¢ r opinion, strong 
arguments in support of Senate bill 256 on which hearings are bei 


held today 

We wish further to draw attention to the follow 

1) The National Banking Act was first enacted in 1863 and con- 
tained no provision for cumulative voting; that it wasn’t until 19: 


70 vears later that said act was revised to grant this procedure 


2) We eall attention to the deceptions and lack « 


t } iarat 
abl iN i Ait 


1 standing 
of the demerits of the provisions of the Glass bill revising the National 
Banking Act in 1933 to provide for cumulative voting and which 
resulted in its passage. 


We further eall attention to the almost rampant usages of t] 


| i 1e 
privileges of cumulative voting by groups all over the Nation to 
attempt to build large banking organizations or holding compat 
operations by methods of absorption and abandonment of independent 
banks to the detriment of the community served 

| Wi strongly draw attention to, and bitter] oppose, any pro- 
vision of law that will afford a majority representation to a minority 
sroup and thus obstruct the carrying out of the objectives ol the 
majority shar ‘holders. 

We respectfully urge Congress to take favorable action on S. 256. 

Senator Ropertson (presiding). Mr. Sebrell, are vou officially 
authorized to speak for the Virginia Bankers Association? 

Mr. SEBRELL. I am, sir. 

Senator Rorertson. Is it true that under State law there was never 
any provision for cumulative voting in State banks? 

Mr. Sesrey. I believe there has been previous testimony on that 
on 8. 3158. which Mr. Gidney cave, which gave a breakdown of that. 
] don’t have that with me. I believe there are some States that have 
that provision. 

Senator Ropertson. I mean in Virginia. 

Mr. Sesrewu. In Virginia; no, sir. 

Senator Ropertson. There are some States that do have it 

Mr. SEBRELL. Yes. 


Senator Ropertson. Are there any questions’ 
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Senator Monroney. What was the purpose of including cumulative 
voting in 1933? I have a deep regard for the great works of your 
predecessor, Senator Glass. 

Senator Ropertson. If my distinguished colleague from Oklahoma 
will yield: At the conclusion of this testimony I will put in the testi- 
mony of Mr. Zimmerman of Pennsylvania at an earlier hearing. 
The chairman wrote Mr. Zimmerman and asked him to testify. The 
letter was opened by Mr. Fisher of the bank and he replied that 
unfortunately Mr. Zimmerman passed away last October. Mr. 
Zimmerman knew all about how it got in there. When we put that 
testimony again in the record you will find that Mr. Zimmerman said 
that a very prominent banker of California, Mr. Giannini, wanted 
that provision to secure membership on a bank board in New York 
City, and that distinguished Senator McAdoo, of California, prevailed 
on Senator Glass to put that provision in the act of 1933. That was 
testified to here. There was no organized demand for it. 

When somebody asked my distinguished predecessor, Carter Glass 
how it got in there, he said at the instance of one Senator. 

Senator Monroney. | am grateful to you for that explanation. 

Mr. Sesreuy. So am I, sir. 

Senator Ropertson. We thank you, Mr. Sebrell. 

Mr. Sesrecy. Thank you, sir. 

Senator Ropertson. The next witness is Mr. Rawley F. Daniel, 
secretary, Virginia Bankers Association. 

In presenting Mr. Daniel I want to say it has been my pleasure to 
know him fora number of vears. I have a high regard for the Virginia 
Bankers Association. Iam not engaging in any disparagement of the 
fine membership of that association when I say that Mr. Daniel is 
the sparkplug of that organization. 

We are pleased to have you. 


, 


STATEMENT OF RAWLEY F. DANIEL, SECRETARY, VIRGINIA 
BANKERS ASSOCIATION 


Mr. Danret. Thank you. 

Senator Robertson and gentlemen, I am Rawley F. Daniel, secre- 
tary of the Virginia Bankers Association, Richmond, Va. I offer 
some additional facts in support of Mr. Sebrell’s testimony and Mr. 
Healey’s: It has been my pleasure to correspond with all the member 
banks within the State Bankers Association of Virginia and letters 
which I have received in connection with this bill, Senate bilT 256, 
have indicated overwhelming approval in favor of the bill. 

| have the honor to serve this year as president of the Southern 
Secretarys’ Association which is an organization of State secretarys 


of bankers’ associations in the 14 Southern and Southwestern States. 

\ly colleagues in this organization indicate their associations are also 
in favor of passage of this bill. I am active in the State association 
Secretarys of the American Bankers Association and in this capacity 
have had occasion to write to the secretarys of all of the State bankers 
associations and the savings bank associations. All of the secretarys 
xcept one have indicated to me the willingness of their organizations 
0 pass resolutions in favor of Senate bill 256. 

| am also advised that both independent bankers groups have passed 

lutions in favor of this bill. 
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I should like to say in conclusion that I appreciate the privilege of 
being able to appear 

Senator fe sro Are there any questions? 

Senator Monroney. To keep the record straight: How does this 
cumulative voting work? How can a minority use that to capture a 
spot on a board of directors? Is that not what the purpose of it was? 

Mr. Danie. Yes, sir. As I understand it, Senator, oe m’ J 
believe the previous testimony of Colonel Healey covers that far more 
ably than I am able to do. T am not a working banker, sir. 

Senator Monroney. I was out at the time he testified. 

Senator Ronertrson. The Senator from Oklahoma will remembe1 
that there is only one committee, a Democratic committee, shee Ww ays 
and Means Committee, where we have always prohibited cumulative 
voting. There is no cumulative voting unless the vote is cast for as 
many vacane ies as occur. 

To show how that would work: Suppose you had five vacancies, 
and you have a minority bloc. If you permit them to vote what 
you call a single shot, the effect of their vote is macnified five times 
The same applies to any board of directors Lf the vy have a board of 
10 to elect, and the small group wants a single shot, it is magnified 10 
times 

The consensus ‘el bankers all over the Nation is that that is a bad 


) 


practice ; that li a 1an is outstandn co in the comm Inityv., acceptable 
to his collearues it he bank, and deserving of credit among customers 
ot the bank he does not have to resort to that method of vetting on 
the board. And if he does resort to it, it is generally for some ulterior 


purpose, 

; lieve MonroneEY. One big stockholder, a minority stockholder 
could outvote by five times the stock of other stockholders by a single 
shot at one director at a time? 

Senator Ropertson. Yes. Anybody who wants to control the 
policies of a bank may do just that. 

We thank you, Mr. Daniel. 

Mr. Dantex. Thank you. 

Senator Ropertson. The next witness is Mr. Henry Kuegler, 
president, Denver National Bank, Denver, Colo. We are very happy 
to have this centleman with us because it was the State of Colorado 
that stopped consideration of this bill on the floor last year after the 
subcommittee had unanimously reported it, and all but two of the 
full committee had given it their approval. We are pleased to hear 
from you. 


STATEMENT OF HENRY KUEGLER, PRESIDENT, DENVER NATIONAL 
BANK, DENVER, COLO. 


Mr. Kurauer. Thank you. I am Henry Kuegler, president of the 
Denver National Bank, Denver, Colo. I served last year as president 
of the national bankers division of the American Be unkers Association 
Prior to that as vice president, and the year before that as chairman 
of the executive committee. Through those 2 years this matter was 
before our committee. I had several conversations with bankers all 
over the country with regard to this matter. As has been stated here, 
directors of banks are chosen by the management and by the other 
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directors for what they can put into the bank, what they can do to 
build the bank. 

The cumulative voting provision is used by someone generally 
who wants to get something out of the bank. He has a purpose to 
serve other than that for the benefit of the bank. I would like to 
rive two examples for the record. 

At the hearing last vear, Mr. William J. Sullivan, vice president of 
the Nassau County National Bank, of Rockville Center, N. Y., 
testified to a case in his bank where two stockholders got together. 
They owned 10 percent of the stock of the bank. They forced the 
election of the son-in-law of one of them, a 29-year-old lawyer ] 
believe, for the purpose of building him up in the community, not to 


help the bank m any way. 


The other case is a personal one in our bank where in January a 


man who had been a stockholder less than 2 years appeared at the 
meeting with proxies representing just over 7 percent of our outstand- 
ing stocl He had obtained the proxies by challenging our dividend 
policy, that it was not high enough, and his only purpose was to increase 


the dividends paid by the bank, based on bank earnings, not con- 

dering growth factors or other factors in the consideration of the 
dividends 

We managed to keep him off the bank by a rather strenuous measure 
by cutting our bank down to where the number of directors times the 
number of his shares ~ not permit him to elect himself. Fortu- 
La Le ly we ave a very ooperi itive board. 

The geutlemen who were dropped did so voluntarily, and they are 
now acting as advisory members of the board and we still have their 
help on our board of directors 


T! _ vou very much, Senator. 
pena r Ropertson. Are there any questions? 
Senator MONRONEY. No questions. 


Senator Ropertson. We thank you, Mr. Kuegler. We appreciate 
r coming so far to help us. 
Mr. Kurecuer. Thank you. 
Senator Ronertson. The next witness is Mr. Fred Walker, director 
of the First National Bank of Arlington, Arlington, Va. 


TATEMENT OF FRED WALKER, DIRECTOR, FIRST NATIONAL 
BANK OF ARLINGTON, ARLINGTON, VA 


\ir. Wavxer. Mr. Chairman and gentlemen of the committee, I 
am Fred Walker, a small merchant of Arlington, Va. I am also 
associated with a national bank—First National Bank of Arlington, 
Arlington, Va.—as a stockholder and director. 

| appear before this committee in respectful opposition to S. 256, 
i bill to eliminate cumulative voting of shares of stock in the ae tion 
of directors of national banking associations, unless provided for in 
the articles of association. In the light of my careful study, observa- 
tion, and experience, I oppose this bill for the following reasons: 

1. Anational bank no less than any other corporation is the property 
of all its stockholder owners—a 49-percent minority ownership is 
justly entitled to a voice in the management of their investment by 
the same token as the 51-percent majority ownership. 
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. The voice of this 49 percent ownership on the board of directors 
of its bank is demanded b »y simple justice, equity, and fair play. Also 
it is wise and prudent (a) to exercise scrutiny and firsthand knowle dge 
through representation on the board of how their money and that of 
the depositors is being used, (6) in order to provide an exchange of 
ideas through a friendly discussion forum for each to weigh and con- 
sider, and out of which to forge a wiser policy than would a board all 
of one mind. 

3. Minority representation acts as a check and balance and does 
not permit complete one-man dictatorship of a board of directors. 

1. Enactment of S. 256 removing or re pealing the existing cumu- 
lative voting provision and denying minority ownership a voice in 
the control of their investment would cause more discord, not less as 
has been inferred by some proponents of this bill. It would cause 
more discord in the form of widespread, all-out proxy fights for com- 
plete control, because if 5S. 256 is enacted a 49 percent minority could 
have no voice whatsoever in the management, protection, and safe- 
cuarding of its investment short of an all-out proxy fight. Such a 
proxy fight would itself tend to create far more discord or force the 
minority to resort to possibly harmful litigation in order to protect 
its investment since S. 256 would remove the minority’s only other 
alternative. 

5. Moreover, the arguments advanced by some proponents of this 
bill that minority representation on the board of directors will obstruet 


the orderly conduct of 1 he business of that board is as invalid and 


unsound as to argue that the createst and best legislative bodv on 
earth—the Congress of the United States—should contain no minority 


part mel mbers whatsoever lest there be discord and obstr wtion of 


its orde rly processes. A one-party system can only exist in one-man 
dictatorship in a bank board of directors no less than in a great 
lecislative body. 

6. A minority director, contrary to what has been inferred, no 
more likely to improperly disclose confidential vo mation that might 
tend to be imprudent or detrimental to the best interests of the 
than would a majority director. 

7. Now enactment of S. 256 eliminating cumulative voting would 
make possible the self-perpetuation of entrenched majorities and thei 
dictatorship control, even though exercise of this control may no 
longer be serving the best interests of the bank, its stockholders, or the 
public, but quite the contrary it may be doing just the opposite. <A 
dictatorship controlled rubberstamp board of directors is a board that 
does not properly fulfill a director’s oath nor does it fulfill such respon- 
sibilities as directors. This self-perpetuation of control by the major- 
ity may be accomplished in the following ways: 

Intensive solicitation of stock proxies from stockholders including 
those stockholders who do business with the bank. Also including 
the sending out well in advance of each annual stockholders’ meeting, 
on the bank’s stationery and letterhead, already filled out proxy 
forms to vote for the incumbent majority slate of director candidates 
and accompanied by a letter over the signature of the president of the 
bank instructing the stockholders to sign on the dotted line and return 
promptly to the bank. In the overwhelming majority of cases the 
stockowner does so largely because he is not usually conversant with 


bank 
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such matters and obediently and unquestioningly signs the proxy 
forms where the X appears and returns it as directed. 

This is just another example of some of the advantages accruing 
to such majority in power and further illustrates how difficult it is for 
such a group to be replaced no matter how justified or desirable in 
the best interest of the bank. 

Often, not only the president but the other officers and employees 
may utilize the bank’s time, facilities, stationery, postage as well as 
the bank’s goodwill and prestige to intensively solicit proxies by 
letter, phone, and in person. 

$v expenditure of the bank’s funds and therefore of the stockholders’ 
money to employ public relations firms, proxy solicitation firms, or law 
firms to freeze directors in entrenched control. By combating any 
efforts minority stockholders may make to replace any or all of an 
entrenched inefficient, incompetent board of directors or those who 
may be found to have become inactive or who may have lost interest 


They may desire to remain entrenched in monopolistic power and 
control solely in order to use the bank as an instrument for their own 
selfish personal and private financial gain rather than as an instrumen- 
{ vy or institution to serve the public banking convenience and neces 
sity and as a trustee of the publie’s money as well as the sound, wise, 
and prudent management of the investment of the bank’s stockholders 


In many imstances these entrenched directors may own only the 
minimum number of shares required of directors and be solely con- 
cerned with the power and prestige of a national bank directorship. 

8. The passage of this bill would discourage investment in national 
bank stock by eliminating the minority director or directors from a 
muititude ol national bank boards from coast to coast. Such vigilant 
minority would act as a most effective deterring factor and prevent 
majority board management for example from adopting a supercilious 
and contemptous attitude toward conventional sound loan policies 
and practices generally in practice today throughout the field of bank- 
ing Which policies are based on a wealth of cumulative loan experience 
gained over the vears by the banking business in this country. Thus 
eschewing experience and substituting so-called progressive liberalized 
unsound loan policies instead. 

Lester A. Pratt, an eminent and nationally recognized authority in 
the examining of State and national banks for 32 years, author of 
Bank Frauds, Their Detection and Prevention, among other books, 
has frequently addressed State banking associations on the subject of 
bank trauds. During the past 3 years he has conducted the surveys 
of all the banks in the States of Iowa and Pennsylvania; the results of 
both these surveys were distributed to all insured banks by the FDIC. 

This authority wrote an article appearing in a banking publication, 
United States Investor, on April 3, 1954, entitled “Bankers Never 
Die—They Just Lose Interest,” from which I quote in part as follows: 

tecently there has been a suggestion made that there should be a rotation of 
directors as well as a rotation in the executive management. We rotate maturi- 
ties in investments—why not in management? It is conceivable that a board, the 
individual members of which are not changed over a period of years, might avail 
themselves of their ‘‘enemies’’ and in the event of things going wrong withhold 
that fact from the stockholders; whereas a periodic change in the membership of 
the board would render this form of reticence less probable * * *. 

. @ Unhappily, there have been seme instances in the course of the past few 
vears in which directors of banks have been guilty of conduct which would be 
difficult to denounce in language of sufficient emphasis * * *. A board which 
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ever changes except Dy deat! r bv voluntary retirement ‘ mes self-elective. 
vith a tendeney to intellectual stagnation and impairment of business vigor 
If. a director becomes ir competent or ineligible bv reason of age or infirmity, 
any other cause, it is not only the right but the duty of the shareholders to 


Ss ¢ 


replace him 

Where the board has become moribund, the result is usually the creation of 
a‘‘one man’ bank. In sucha situation the principal active officer, either president 
or cashier, steps into the picture to dominate the situation. In other instances 

may be a director who owns a controlling stock interest 

Now “one man’ banks are particularly susceptible to fatal consequences as 
past.experience has demonstrated. By reason of having uncontrolled authority 
and inadequate supervision by the directors, a dishonest official has uncontrolled 
lisposition of the bank’s assets over such long periods of time that the abstrac- 
tions attain considerable size before they are discovered 

Sut it should not be inferred from this that these dominating officials are dis- 
honest asa class. Asa rule, they have rendered vears of conscientious and faith- 
ful service in acquiring their position of control. But experience has shown that 
the most reliable of men, when exposed to the coincidence of extreme temptation 
and unopposed opportunity to misapply funds, may go astray, without any inten- 


tion of ultimately defrauding the bank. The first step may be merely an unwise 
speculation with bank funds, with the object of ultimate profit to the bank rather 
than to the individual. Because of the risk element, the transaction is concealed 


from the directors. Possibly the board is so supine that no active concealment 
s necessary— until the speculation fails. But now there is a loss to be concealed, 
until restitution can be made from another “‘honest’’ speculation. Also, the bank 
examiner must be deceived. False entries are made. Our normally honest 
official has become a criminal: To the moralist there will be some difficulty in 
letermining whether the burden of guilt rests more heavily on the officer or on his 
careless board of directors 

In many instances, the chief executive officer has attempted to inject new 
blood into the veins of the board members to revive the dying energy with new 
ideas; such efforts while very laudable, are not usually successful for as the Good 
Book states ‘‘You cannot fill old bottles with new wine As a result, there is 
stagnation on the part of both the administrative and executive management, 
which eventually results in a merger, voluntary liquidation or disaster of the 
worst consequence from dishonest sets. ‘There are many cases where the directors 
have left everything in the hands of the chief executive and have awakened one 
morning to find their bank wrecked. But it does not usually end there. As @ 
result of their negligence they may be charged with losses which may wipe out 
not only their stockholding but also their personal fortunes 

Knactment of this bill S. 256 would remove cumulative voting for 
directors which is the only method of voting that assures minority 
stockholder ownership any representation whatsoever on boards of 
directors and someone representing their ownership to exercise 
scrutiny and firsthand knowledge of how their money and that of 
depositors is being used. 

As has been pointed out the proviso clause ‘unless provided for in 
the articles of association” is hollow and of no real ere: inas- 
much as minority ownership could not be represented on the board of 
directors in the management of their investment without ac quiescence 
of the majority to the amendment of the articles of association, which 
amendment itself requires a favorable vote by a majority of the stock 
voted and therefore this, ipso facto, would automatically preclude 
minority ownership from a voice or representation on the board of 
directors. 

Even in case of some of the national banks whose articles of associa- 
tion do already contain such a provision, majority ownership, by very 
reason of the fact that they are a majority, can of course vote such a 
provision out of existence at any time and thus readily render it an 
impossibility for a 49 percent. minority to elect a single representative 
on even a 25-man board of directors, 


61084—55——3 
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Thar vou, gentlemen of the committee, for the privilege of 


Senator Ropertson. Are there any questions? 

Senator Monroney. Just one question. 

Mr. Walker, can you give us any cases of banks now operating 
where this has served as a protection and safeguard for minority 
stockholders? 

Mr. Warker. That is rather hard to answer, Senator. It mig! 
be construed by one or the other of the groups. That is the r 
[ would hesitate unless I am required to answer that. It mig 

terpreted, was my thought, sir. 


Senatol \ION] ONEY. The reneri al Statement being made is that this 


sa way of policing the integrity and periormance and ability of a 
board of directors of a national bank I wondered if you could 
inpoint that, not necessarily to protect a bank’s integrity, but wher 

have seen the end result of this applied in some other larger banks, 


aybe in New York or in Los Angeles. I wondered if you had any 

mind. You apparently have studied this thing pretty thoroughly 

Mr. Watker. I have. 

Senator Monroney. You are perhaps familiar with more banks 

where this was done, and where the minority stockholders have put 
' 


new blood on the bank board. 


Mr. Warker. I would like to beg off, unless I am required to 


nswer, lest I be misunderstood or misinterpreted. 
Senator Monroney. We appreciate your testimony. ‘This is not 
asked in any way to embarrass you. I was merely looking for 


information as to where this has worked as you feel it would continue 
to work. 


Mr. Waker. Lest it be misunderstood and offense caused, | would 
like to beg off, if L[may. I might add, if I may, that I am elected 
| was elected to the bank, a very small bank, as a majority, not as a 


minority. 

Senator Monroney. But you still feel the minority should be abl 
to single-shot? 

Mr. Waker. I feel that very strongly, in all fairness and equity, 
that the minority should be represented. I drew an analogy or at- 
tempted to, in this great Congress, in which you gentlemen are a part. 
Because there is a change of administration is no reason why we 
should not have a two-party system. One is a business institution 
and the other is governmental. Nevertheless, in my humble opinion 
it is no less important that there be checks and balances in our 
representation and consultation. 

Senator Monroney. Of course you are assuming that you could 
not have that unless you had cumulative voting. I would assume 
that there is probably minority representation on many banks, as 
there is on many corporations. There are a lot of different people 


I 


with a lot of different views on who should be members of the board. 
They choose to vote for their friends or their people even though 
they don’t enjoy the privilege of cumulative \ oting 


Myr. Warker. It is quite possible there may be. I do not happen 
to know of any instances where they are elected. Furthermore, it 
appears to me that when they are elec ted they are no longer a minority. 
If they are elected by the majority they become a part of the majority, 

appears to me. 


4 
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Senator Monroney. You believe that they would be too regimented 

they serve year in and vear out with a board That they auto- 
matically become a part of the majority. Certainly in Congress we 
never seem to amalgamate under a one-party system although we 
serve together for years. I do not see how you can automatically 
interpret the fact from the lack of cumulative voting rights that 
these boards will suddenly become one-party boards. 

Mr. Waker. There is abundant exception of course. But that 
has been my observation in a great majority of cases. There are 
exceptions undoubtedly. 

Senator Monroney. That is all that I have. 

Senator Ropertson. Mr. Walker, is it not true that in order to 
change the charter of the bank the directors must call a stockholders 
meeting? And then all stockholders have a right to vote on whether 
he charter shall be changed or not? It will not be changed 
there is a mé jority vote for a change in the charter’ 

Mr. Warker. That is right, s 

Senator Ropertson. If we Sani that provision in the present bill 
is that not an improvement on the bill that the chairman introduced 
last year when they proposed to wipe out the privilege 
voting? 

Mr. Waiker. If 1 understand your question, Senator, the same 
majority could exercise the! ‘ir majority to prec ‘lude the passage of that 
amendment to the articles of association by reason of the fact that 
are a majority. 

Senator RoBertson. So you do not think that the optional pro- 
vision is any better than the previous one? 

Mr. Waker. Frankly, with all respect and admiration—I have a 
great deal of admiration for you, sir, my Senator from my State, a 
fellow Virginian—I feel that “advisable” is a rather hollow meaning, 
if I may be forgiven for saying so. That is my humble opinion. 

Senator Ropertson. Is there anyone else present who desires to 
testify either for or against the bill? 

The Chair hears none. 

The Chair would like to offer for the record reports, letters, and 
statements on 5. 256. 

Reports: Federal Reserve Board, letter of February 16, 1955 

Treasury Department, letter of February 17, 1955. 

Federal Deposit Insurance Corporation, letter of February 1 
1955. 

Letters and statements: Letter from William J. Sullivan, dated 
April 1, 1955, addressed to Senator Robertson, enclosing statement 

Letter from Charles W. Hawkins, President, the First National 
Bank, Spring Valley, N. Y., dated February 24, 1955, 
Senator Ives. 

Letter from Abner S. Pope, president, the Seaboard Citizens Na- 
tional Bank, Norfolk, Va., dated February 24, 1955, addressed to Mr. 
Rawley F. Daniel, secretary, Virginia Bankers Association. 

Telegram from the Clearing House Association of Loudon, Fau- 
quier, and Prince William Counties, Va., dated February 25, 1955, 
addressed to Senator Robertson. 

Letter from Frank W. Norris, president, the Barnett National Bank, 
Jacksonville, Fla., dated March 9, 1955, to Senator 


unless 


¢ ] 
or cumulative 
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addressed 
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Letter from Henry M. Hart, chairman, executive committee, 
National Bank of Commerce, San Antonio, Tex., dated March 
1955, addressed to Senator Robertson. 

Letter from Saxon B. Gavitt, president, the Lyons National Bank, 
Lyons, N. Y., dated March 29, 1955, addressed to Senator Fulbright. 

Statement of Charles F. Zimmerman, chairman of the board, First 
National Bank, Huntingdon, Pa., before this committee on April 2‘ 


~ 


fy, 


vs 


1954, and who would be here again today if God had not gathered him 


to his fathers, together with an editorial published at the time of his 
passing. 


Telegram from Mazy C. Rockwood, president, Neal Condit group, 
president, group 5, Illinois Bankers Association. 

Telegram from Harry J. Harding, president, 12th Federal Reserve 
District, Independent Bankers Association. 


Letter from R. A. Liggett, the First National Bank of Tampa, 
lampa, Fla., addressed to Senator Smathers. 


The documents referred to follow:) 
BoaARD OF GOVERNORS OF THE FEDERAL RESERVE SyYsTEM, 
Washinaton, Februar 416, 1956 
lfon. J. W. FuLtsricu’ 
Chairman, Committee on Bank ing and Currency, 
United States Senate, Washington 25, D.C 
My Dear Mr. CuatrMan: This is in response to vour committee’s request, 
lated January 14, 1955, for the opinion of the Board of Governors as to the 
nerits of S. 256, « 


a bill to eliminate cumulative voting of shares of stock 


in the 
election of directors of 


national banking associations unless provided for in the 
article of association 


(‘umulative 
onstit 


¢} 


voting for directors of corporations Which is prov ided for in the 
itions of a number of States and by statute in other States, is based upon 
e principle that minority representation, or proportional representation, on 
oaras of directors is desirable. Through cumulative voting, minoritv share- 
olders may be enabled to elect one or more directors, Whereas in the absence of 
cumulative voting the majdritv shareholders are in a position to elect all the 
lirectors, so that a substantial minority which might not be in agreement with the 
policies of the majority could be effectively prevented from presenting its views 
itherwise participating in the direction of the corporation’s affairs. 
Provision for cumulative voting by shareholders of national banks, which is 
tained in section 5144 of the Revised Statutes, has been a part of the national 
banking laws for over 20 years. While 8. 256 would not airectly repeal this 
provision, it would make it operative only if the articles of association provide for 
imulative voting and, since the inclusion of such a provision in the articles 
woula, of course, be determined by the majority shareholders, the bill would de- 
prive the provision of the statute of any real significance as a means of insuring 
minority representation on the boara of directors of a national bank. 

Unlike the Comptroller of the Currency, the Board of Governors has not had 
direct supervision of the operation of this statute. However, it is the Board’s 
opinion that the principle underlying cumulative voting—namely, permitting 
substantial minority groups of shareholders to be represented on the board of 
directors—is a sound one. Accordingly, the Board feels that the statute should 
not be amended in the manner proposed by 8. 256 unless it is established to the 
satisfaction of your committee and the Congress that results in actual operation 
have been so unfavorable that enactment of this bill is clearly advisable. 


The Bureau of the Budget has advised that it has no objection to the sub- 
mission of this report. 


Sincerely yours, 


na 
aarich ¢ 


Wma. McC. Martin, Jr. 


OE 


i — 


con maar: 
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TREASURY DEPARTMENT, 


February 17, 1956. 
Hon. J. W. FULBRIGHT, 


Chairman, Committee on Bank ng and Currency, 
l nited States Se? ale, a! sAitngion, D S 
My Dear Mr. CuHarrMAN: Reference is 








made to the request from the clerk of 

your committee for the vis ws of this Department on S 256 to eliminate cumula 
tive voting of shares of stock in the election of directors of national |} ing ASSO- 
c1ations unless provide d for in the article 8S Of ASSOCIATIO \ similar request was 
addressed to the (¢ omptroller of the ¢ urrency and this report is in reply to botl 
requests 

The provision of existing law making it mandatory that every shareholder of 
national bank be permitted to exercise cumulative voting for the election of dire 
tors was enacted as a part of the Banking Act of 1933 Che Departme: Ss aware 
of no instances in which cumulative voting | e a benefi ( I 
the affairs of national banks. Cumulative es t 
election of undesirable individuals to the di ( i iwainst the w 
a j est juc gn ent of the maiorityvy owners or Wt e consk ne 
paramount in portance of maintainil g a bank’s affair nt ( S 
pl is the protection ifforded to bot maiorit i : ) 
ing out of regular examinations by the Office of the ¢ Curt 
we believe it is unwise and unnecessary to continue a stat DI 
torv cumulative voting. 

Accordingly, the Dey rt nt favors e ent rie ( 

The Departm«e t has bee l bv tl Bure I g 
O ¢ ection to the submission f this rey r our co é 

Very truly yours, 
W. I ( Bul 
Act T 


FEDERAL Deposit INSURAN( CoORPORATIO? 
Washinator », February 15, 1955 
Hon. A. Ler Parsons, 
Cierk, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C 


Dear Mr. Parsons: You have asked the opinion of the Corporatio 
ing the merits of 8S. 256, a bill to eliminate cumulative voting of shares of stock in 
the election of directors of national banking associations unless provided for in 
the articles of association. 

Under date of March 31 of last year I directed a letter to Mr. Ira Dixon, clerk 
of your committee, concerning the merits of 8. 3158, a bill to amend section 5144 
of the Revised Statutes, as amended (12 U. 8. C. 61) by eliminating cumulative 
voting of shares of stock in the election of directors of national banking associa- 
tions. In that communication I made the following statement: 

“The right to cumulative voting has been authorized by the statutes of several 
States, and in other instances, it has been made permissible pursuant to appro- 
priate bylaw provisions, as a means of affording minority interests a voice in the 
affairs of the Corporation. We have found in a few isolated instances that tl} 
liberalization in favor of minorities has brought dissension and disunity into the 
corporate affairs, and has been contrary to the best interests of the particular 
bank. Thus, neither the present statute permitting cumulative voting, nor the 
proposed statute eliminating it, is completely without fault.” 

Since neither the right to cumulative voting, nor the refusal to recognize such 
right, will solve all problems that occur in isolated cases, we think there is con- 
siderable merit to making the right to cumulative voting a voluntary matter, if so 
provided in the articles of association of the bank. 

Accordingly, the Corporation would interpose no objection to the enactment 
of the presently contemplated amendment. 

We have been advised by the Bureau of the Budget that it has no objection to 
the submission of this report. 

Sincerely yours, 


concern- 


H. E. CooK, Chairman. 
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SuLLIVAN & ScuHor 


Ro« koville Centre N. ies April 


~ 
aa 


Re bill S. 256 (cumulative voting 
Hor \. Wititis ROBERTSON, 
Senate Office Build ng, Washinaton, D.C 
DrAR SENATOR Ropertson: Thank you for your letter of March 22, advising 
ita earing will be | eld on the above bill on April 7. 





\s you know, in April of last year I appeared at a hearing of your subcommittee 
ind submitted a statement on behalf of the Nassau County National Bank of 
Re lle Centre in support of a similar bill (S. 3158) which you had introduced 
Phat statement set forth the experience encountered by the Nassau County Na- 

al Bank of Rockville Centre as a result of having a youthful director forced on 

urd by a minority group through the cumulative voting process As pointed 

our statement at that time, this experience of our bank was a practical 

umple of how cumulative voting can be used by a minority faction to the detri 

management and can create misunderstanding, confusion, and possible 

fick nee among stock} olders and patrons of the bank. : 

as most disappointing to me and my associates to have your bill fail of 

e last vear [ can now report, however, that the unpleasant and unsatis- 

litions outlined in our statement no longer exist, because the Nassau 

{ tv National Bank of Rockville Centre itself is no longer in existence, having 

l all its assets to the Franklin National Bank of Franklin Square on December 

7 last It is no exaggeration to say that the negotiations for the sale of the bank 

i ] if on of the directors to recommend such sale to the shareholder were 

i 1 I large measure by the desire of the other directors to disassociate them 

n the minority director and his sponsors [ point this out as a further 

tance of the extreme effect which cumulative voting can have on the manage- 
ent and operations of a bank 

Knelosed herewith are 25 copies ot the statement submitted at the hearing last 
Veal cas vo may Wis to use it in the forthcoming hearing on April 7 [ shall 

preciat also if ve will sabmit this letter as supplementing that statement, 

1 as a final chapter in one bank’s historv of mandatorv cumulative voting. 

1 am sendin copies Ol this letter and enclosed statement to Senators Fulbright, 
Le an, and Ives, together with a request for favorable consideration of your bill. 


WituramM J. SULLIVAN. 


This statement is being submitted on behalf of the Nassau County National 
Bank of Rockville Centre by the undersigned, William J. Sullivan, who is a 
vice president, director, and counsel of the bank. 


It is generally understood that one of the purposes of cumulative voting is to 


ufford representation and protection for minority stockholders against possible 
abuses by the majority Such ‘protection’? would seem unnecessary in the case 


of national banks in view of the vigilant supervision and regulation of their acti- 
vities through the Office of the Comptroller of the Currency and other govern- 
tal authorities. On the other hand, the mandatory application of cumulative 
voting in the election of directors of a national bank under the existing National 
Banking Act (see. 5144, R. 8.) can give rise to abuses, and dissension in manage- 
ent, and loss of confidence on the part of the public with which the bank deals. 

The primary purpose of this statement is to set forth the experience which the 
Nassau County National Bank of Rockville Centre has had as a result of the 
election of one of its directors through the process of cumulative voting at the last 
annual meeting of shareholders held January 12, 1954. It is respectfully submit- 
ted that this brief experience indicated clearly how the method of cumulative 
voting can operate to the detriment of management and create misunderstanding 
and confusion among the stockholders and in the community generally. 

This bank, which now has resources of approximately $28,000,000, has its main 
office in Rockville Centre, and two branch offices, one in Roosevelt, and the other 
in Uniondale, all in Nassau County, N. Y. In December 1953, the bank’s capital 
consisted of 25,000 shares of common stock having a par value of $20 each. 
During that month, one of the stockholders who was the owner at the time of 295 
shares, approached one of the directors and stated that he and his former business 
partner, who was the owner of 2,250 shares, would like the directors of the bank 
to do them a “‘favor’’ by electing the son-in-law of the first mentioned stockholder 
as a director at the annual meeting to be held January 12. Since his son-in-law 
was only 29 years of age, he was informed that the proposal would not meet with 
the approval of the other directors because it would add nothing to the bank’s 


TTS 
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standing in the community. His reply was that he wanted to do something to 


“build the boy up’’ and that it would give him a lot of prestige to be a bank 
director. He was informed that if any addition was to be made to the board of 
directors the new member should be one who had ac ed e standing in the 
community on his own merits who would bring prestige to the bank, rather that 


the contrary. 
Thereafter, the existing board informed this stockholder that since he and hi 
associate owned approximately 10 percent of the outstandir 


the board would be willing to propose him as an additional member because prior 
to his retirement he had been a successful businessmatr n the community. and 
his name would lend some prestige to the I il k. He re Ist 1 l ; off r, howe ver 


stating that he wanted to do something for his son-ll iw and that if it could 





be done in a friendly way, then he and his € i resort to cumulative 
voting to bring about the son-in-law’s electior LOI annual me¢ g oO! 
January 12, he transferred 60 shares of his stock to his son-in-law 
qualifying him for nomination 
Rather than sacrifice any of the 8 existing directors, it w cided 
meeting to fix the number of directors at 9 for the v r 1954 In a { 
with its previous offer, the management nominated estic 
for the extra position; but the nol ] as ec! I prox i - 

law nominated in his place The management t reu n placed a ther 
name in nomination in opposition to that; but l ( 
process, the 29-year old son-in-law was elected by a substantial mar 

One of the matt rs voted upon at the annual meeting as at ithor) 
to sell 6,000 new shares of stock with the understanding that the subse 
warrants would be issued some time in Mar At the first board of dir 
meeting that he attended, the new director asked fo e st ho 
of the bank. It was compiled and given him rie , i 1 
was asked whv he wanted it he replied that he mere] te t< now who his 
fellow investors’ were. One of the directors expressed to n the ope hat 
he would not use if for the purpose of soliciting other stockh rs onn 
with the proposed sale of new stock dur the m« h of March, as n e ( 
nected with the bank had ever resorted to such tactics in t past and it we 
unfortunate if anyone now started to do so. 

The subscription warrants for the new stock were issued on March 15 Withi: 
2 days thereafter, stockholders other than directors or officers of the k 
letters from MeDonnell & Co., a stock exchange firm in New York City p 
that they would ‘‘gladlv make a bid’’ for their rights One of the stockholders 
communicated by telephone with this firm and in answ O an inquiry as to how 
thev obtained her name, she was informed by a Mr. Charles McDonnell of at 
firm that ‘‘the bank’”’ had asked them to send the letters to the stockholders At 
about the same time another stockholder was approached by a brokerage firn 
at White Plains, N. Y., with an offer to purchase all her stock at $48 per 
This was $2 per share less than the subscription price for tl ew stock and $4 to 
$5 under the existing market for outstanding stock 

At a directors’ meeting held shortly thereafter, the vd tor was confronted 
with the foregoing incidents. Since no one connected with the maz nent o 


apt 
the bank had released a list of stockholders to any one, he was asked 
furnished the list to any outsiders. His reply was that he had turned the list 


if he had 


over to his father-in-law and the latter’s associate; and that although he had n 
direct knowledge that they had employed McDonnell & Co. or any other broker- 
age firm, he saw no impropriety in their contacting other stockholders as he felt 
they had a right to buy up additional stock wherever they could find it. It should 
be mentioned in passing that their campaign to purchase rights from other stock- 
holders has been an utter failure. Approximately 90 percent of the stockholders 
have exercised their rights; and the remaining rights have been sold to purchasers 
who are friendly to management. 

In addition to the foregoing, the election of a 29-year-old director to the board 
of the bank has caused considerable comment and surprise in the community. 
Understandably, most persons are of the belief that the selection of this person 
as a new director was done with the approval and sponsorship of the other direc- 
tors and management. Many people have expressed the opinion that it has added 
nothing to the bank to select such a young person who has not yet attained any 
prominence on his own merits in the community. Others have inquired why an 
outstanding businessman was not selected for the position. Some of our sub- 
stantial depositors have wondered why they were not considered, in contrast to a 
29-year-old man. 
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We note that a proposal for cumulative voting is to be submitted by a minority 


group to the annual stockholders’ meeting of the General Motors Corp. on May 
21 next. The reasons advanced by the directors of General Motors Corp. in op- 
position to this proposal are in part as follows: 

“The board of directors believes that for a board of directors to be effective 
ea me ber must feel a responsibility to represent all the stockholders of the 
corporation. Cumulative voting is undesirable since it is directed toward the 
ele ion of one ¢ nore directors by a special group of stockholders, Directors 

elected might be principally concerned about representing and acting in the 

t of the special group of stockholders which elected them rather than in 
terest of the stockholders as a whole.’’ 

We belic tact pursued by the minority group in our bank in “building 
hand-picked director emphasize the practical soundness of the above 
ation. We respectfully submit that the experience which our bank has had 

a 1 in this stat nt is a specific example of how cumulative voting can 
} i 1 can operate to the disadvantage and detriment of a bank and its 
mana TI is particularly true in a suburban area such as Nassau 
( and especially a paratively small community such as Rockville 
Cer e people a lispe i to judge the reputation, stability, and standing 

t Lhe wiber ol *> men who comprise its board of directors. 

Witiram J, SULLIVAN 

1 il! the N au Cx inty National Bank of Rockville Centre, 
( Ni ws 
1) ’ 


Tue First NATIONAL BANK, 


é. Wasi naton, dD. 2. 


Dear Senator: Anything you can do to knock this cumulative voting in the head 


| certainly be appreciated. I understand proposed legislation is now before 

\ ( tee for study As this law is presently constituted it is vicious. 
| of 1 possibility, and it has happened, of an undesirable character or 
characters having the wherewithal, voting themselves on the board of directors 
of a even though they are not wanted; the institution being a national bank, 
and a national bank is helpless. Weare in favor of having permissive legislation; 
in other words, if a bank wants it, let them go along; if not, vote it out. This is 

] ] 


thoroughiy democratic to me. 


Let’s hope we can get together real soon. 


Cordially and sincerely, 
Cuar_Les W. Hawkins, President. 





THE SEABOARD CITIZENS NATIONAL BANK OF NORFOLK, 
Norfolk 1, Va., Fe bruary 24, 1955. 


Mr. R y F. DANIEL, 
Ne eiary,. \ giunia Bankers Assoc tation, 
Richmond, Va. 
Dear Mr. DanieEL: Receipt is acknowledged of your memorandum addressed 


to all national banks in Virginia and I am pleased to write you that I am very 
much in favor of Senator A. Willis Robertson’s bill, which would permit national 
banks to abolish cumulative voting. 

You ask that those addressed write you about embarrassing situations and 
I am pleased to report that we have had no embarrassing situation here, but I 
am always fearful of a suggestion of representation on the board by a small interest 
and, if this situation did arise and the minority persisted in the election of a board 
member, then, in all probability, such a representative would be critical of those 
who had not accepted him graciously. 

Sensible people argue their differences without feeling and then continue to 
work in harmony Che operation of a business carries with it responsibilities and 
difficulties under normal circumstances and I can see no good to come from a 
disgruntled minority. 

I am pleased to send a copy of this letter to Senator Robertson. 

Yours very ti ily, 
ABNER 8. Popkr, President. 


TES SARE Ne AE 
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[Telegram] 


Quantico, Va., February 25, 195 
Hon. A. Wituis ROBERTSON, 
Senate Office Building, Washinaton. D. C. 

The Clearinghouse Association of Loudoun, Fauquier, and Prince William 
Counties, Va., comprising all 15 banks in these counties supports your bill, ena- 
bling National banks to abolish cumulative voting, and thanks you for introduc- 
ing and working for it. 

H. Ewina WALL, Secreta 





THe Barnett NATIONAL BANK oF JACKSONVILLE, 
Jacksor e, Fla., March 9, 
Hon. A. WiLuis ROBERTSON. 
United States Senate, Washington 25 D, C, 

DrEAR SENATOR: In connection with Senate bill 256 recently introduced by 
you, I thought you might be interested in what took place at the annual meeting 
of our stockholders in January. You are, of course, not familiar with our bank, 
which is the oldest bank on the peninsula of Florida. In our 77 years we have had 
no dissension at our stockholders’ or directors’ meetings 

However, at our recent stockholders’ meeting we were taken by surprise when 
one stockholder was able to elect himself to our board under the system of cumu- 
lative voting. He appeared with some nine hundred-odd shares, practically all 
from various members of his family. There are 25,000 shares of our stock out- 
standing, with a $100 par. This was a complete surprise to all of our directors 
and temporarily caused us some embarassment. 


While we had nothing against the party as an individual, he would not have 
been invited to come on our board, and naturally considerable resentment was 
felt by other board members. I sincerely hope that your bill for abolishing 
cumulative voting will be passed. 

Maybe it has some merits for industrial corporations, but I can see any 
possibilities where it can be seriously embarassing in the banking business, where 
so much confidential information involving our depositors comes before the board. 


This board, therefore, should be screened very carefully 
With sincere good wishes from a native Tarheel to my good neighbor. 
Sincerely, 
FRANK W. Norris, President. 





NATIONAL BANK OF COMMERCE OF SAN ANTONIO, 
San Antonio, Tex., March 7, 1956. 
Hon. A. WiitIs ROBERTSON, 
Chairman, Subcommittee, Senate Banking and Currency Committee, 
Senate Building, Washinaton, D. C. 

Dear SENATOR ROBERTSON: We respectfully desire to submit for the con- 
sideration of the committee our views concerning the proposed legislation covering 
cumulative voting by stockholders of national banks. We wish to emphasize 
that we understand the proposed legislation provides for permissive action by 
national bank stockholders as to whether they desire to retain cumulative voting 
or not, and we definitely favor shareholders having that option. 


We recall that in the hearings last year on this subject, there was very little 
opposition expressed—and that seemed to concern only a few small situations 
each of which would be taken care of simply by retaining cumulative voting in 
their own institutions. We have observed possibilities of cumulative voting ir 
two different situations locally, in each of which we consider t effects tr 


mental. In one case an investment broker by acquiring a rather moderate 
4 


amount of stock was able to force a director on the bank’s board. In this instance 
the man placed on the board was without criticism, but this illustrates that the 
same action could have placed a very undesirable person on the board whose 
obligation would have been to his sponsor rather than to the bank itself 

In another instance, the holder of a fair-size amount of stock left the institution 
and purchased control of another competitor! bank in the ime City Here again 
a man was forced upon the board and, of course, owing his pla e board to 
his sponsor, he felt accountable to the latter in various important matters arising 
of which it was very undesirable that competitors should have | vledge before 


the board felt the time was appropriate for any public state: 
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It has been contended that a so-called entrenched management is in a position 


to perpetuate themselves where cumulative voting is not permitted, to the detri- 





ent of the institutior It is our belief that if any management of any national 
bank is not performing its duties in the proper manner, is guilty of any infraction 
of laws or proper consideration of the shareholders, interests, the banking author- 


ities themselves have adequate power and authority to take appropriate steps 


Lo re ed ne situate 

Furthermore, we have noted a situation where cumulative voting from several 
hol s might have influenced a sort of mass walkout of directors who are 
representativ itizens and whose action could cause the bank untold damage 
li t always possible to obtain a most desirable man to serve as director from 
{ irge stockholders. While it is desirable that the board of directors represent 
a sizable amount of sto. so that in their actions concerning the bank the directors 


d have a direct personal interest, yet just as often there are very capable 












repute ] e ( munity, desirable as directors, who do not own sub- 
antial amounts of stocl In fact, it is the desire of many banks that their stoc} 
have a wide distributi for various reasons with which you are familiar, of 
| clusion, we 1 k it of interest to note that the placing of mandatory cumu 
i bar aws was not the result of any general interest in suc! 
a ot especially considered as legislation in itself, but was par 
a I eneral revision of banking laws; and it is quite possible that if thi 
f the new banki aws had been adequately publicized, there would 
ha col i position expressed at tl 
ou of our appreciation of vour earnest ideration in this atter 
Henry M. Hat 
Che nan. Eres ve Con f 
Tue Lyons NATIONAL BANK, 
Luon . \ } . Varch ZY. 1955 
j J. W. I I 
{ { ( hank ng and ¢ ¢ ( 
[ S Senate, Washington, D. C 
LD: Sil We are a ! h interested here » t ertson’s bill (S. 25¢ 
t ative voting for directors of national ks unless authorized 
é tl | is coming up for action within a few days and 
t feel too strongly in the passage of the bil Our annual meeting re 
ast was made most difficult for the first time in 50 years just becaus« 
tive voting [It never should have been made compulsory. 
Saxon B. GavittT, President 
Mxcerpt iro ATINg ¢ yong., April 29, 1954] 
: r Bric We thought Mr. Zimmerman, chairman of 
{ Mh National Bank Pa., next. Mr. Zimme 
\ pCa P 
Ss RoReERTSON. How long have you been a banker? 


STATEMENT OF CHARLES F. ZIMMERMAN, HUNTINGDON, PA. 


Mir. ZIMMERMAN. Well, I have been masquerading as a banker since 1901. 


Ne tor Ror RTSON You have had a bri ad experience then Are vou familiar 


wit posal that was made in 1933 to insert in the act that vear the provision 
for ve voting? 
ZIMMERMAN. I[ am entirely familiar with it, Senator 

S R : Can you tell us the position taken by one member of the 
ABA at that time was sponsoring this change in the law, why the man spon- 
s and vorked for him‘ 

M ZIMM se r, responding to vour suggestion, | hope I will not be 
+} ‘ 


an egoist in citing some of the facts and particularly not classified with 


e best fiction nowadays appears in the form of 





eae 
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It so happened that I was the only small banker—I say small, I mean small-siz 
country banker—who was a member of the banki tud ommit of 
American Bankers Association in 1932 and 1933 having to do with the provi 
in the Glass bill 

The process by which this provision in the original bill was dealt with in tl 
committee on banking studies brought me into very close contact wit Ul pre 
vision itself. If I may, I think it might be helpful if I were to tell briefly just 
what happened 








You will recall that at that time they h ib for stock} s 
The country had also been aware that banks were not too st 4 pos 
generally speaking, due to the recession; and so far as | \ ere would 


one except one person who woul 1 have been interested ir ett! n & DANK | al 
at that time where he wouldn’t have been chosen by the directors thems« 

When this provision came before the committee i anking stud st f 
your information may I say that the men on the committee we arra 1 aro 1 
arge table alphabetically, and the committee was « posed of perhaps 34 


men—my name having begun with the letter 











for a viva vote on any and all of the provisions w! ere 
the committee When the au resp go ( \ ) 
bv the committee and discussed across hoard, : i vi 
nected with the larger metropolitan banks regarded it as who uous Phe 
didn’t think there was any point to it They ref 
actual vote and it came to me to express \ ( 

I asked for the privilege of the floor and mad 3 
minutes, and said that it seemed to me in defense of the sma 
and the exigencies that can arise in the smaller ce init at a 1 e, not 
then but in the future, that it would be very unwise to ha t provis re 
in the bill 

If I may just « hat a tle, I said ut I Se 
bankers who felt tl he solidaritv and efficiency of the p f 
bank depended upon ac yhesion of all the men or I S 





with the president of the bank and going down throug ull the ¢ 

that you developed thereby an esprit de corps tha * eSSary 

ful operation of a country bank; that in contrast with that and the operat 
larger tvpe city bank, the credit policie sand the executive poli re for ted 
by the executive officers, and aside from the broader and large es that f 

the bank, the board of directors rarely if ever deliberate pon the operat 


olicies of the bank itself 
I . 
After | had made those remarks, Robert Fleming ! the chair: 





committee, observed he felt that the pol ts mentio1 j er 1 S ind. that tft 
American Bankers Association did owe itself the duty of sé ng te 
smaller banks if the members of the committee felt as |] t i S 

ivassed the committee, starting again at ‘A and I w: l 

ize that all the members of the committee voted in favor of the 
cumulative voting 

The sequel to that was this: At a later meeting of the American Ba 

ciation—I happened to have been secretary of the P: inia Ba \ 
tion at that time attending a meeting of the State secreta { 
members of that banking studies committee left ¢ er e | 
where I was and said, ‘‘Charlie, A. P. Giannini is out re ra | 
Cain. He wants to know who is responsible for removil fy the bill the pr 
vision authorizing cumulative voting of ba hares 


This person was Mr. Car! Allendoerfer, of Kansas Cit Mr. Giannir 1 J 
were and have been personal friends but on the op} 
picture. 

I said, ‘“‘Carl, I wish you would say to my good friend A. P. that ] 





admit any culpability but I will admit responsibility he banki studic 
committee,”’ and that if he would like to discuss the question ope ut f 
before any group of bankers I would be very glad to have |} lo so, and 
him, because my view was based upon the best interests of the smaller ed | s 
of the Nation That was the last I | d of it 

For some little time I did not know that the original LuS us reinserted i 
the bill 

My good friend is no longer with us, and I would not for the 1 ‘ 
blue flower on his lapel that he did not deserve, but I was a b 
the fact that even though the banking studies committee of ABA 
that position unanimously the clause reappeared in f Glass | 


to be kindly and charitable mv views 
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\t that time Mr. Giannini carried, I should estimate, 200 or 300 memberships 

the American Bankers Association. I don’t know that I could find fault with 
the fact that the American Bankers Association didn’t rise up and take a stand, 
particularly when I knew so much about the methods of Mr. Giannini, starting 
in 1927, when he made the pronouncement openly that nationwide branch bank- 
ing was just around the corner. 

We in Pennsylvania didn’t like the idea, and so we attempted to combat that 
from the start, and that continued up to the time—well, I will put it this way, 
when the Federal Reserve Board took up the cudgels to prevent the very thing 
that Mr. Giannini had sponsored in 1927 through his man, then the president 
of the Bank of Italy, Mr. Bacigalupi. 

\t any rate when the clause got back in the bill, something happened. That 

is this: Due to the fact that the Transamerica Corp. had bought the Bank of 
({merica National Association in New York City some time prior to this, and 
then had sold the Bank of America to the National City Bank of New York City, 
there was a minority interest owned by Transamerica in the National City Bank 
ich was or real importance to Mr. Giannini in his then plan to extend his power 
ot only through the west coast but to the east coast and throughout the United 


If my memory serves me right, and this could be corroborated, it was not until 
he bill was enacted into law that Mr. Giannini was made a director of the 
National City Bank of New York 
Senator RoperTson. Who was president of that bank? 
Mr. ZimmMERMAN. Mr. James Perkins. But it was immediately following the 
roduction of this cumulative voting clause in the Glass bill prior to its 
nactment That is the way my recollection goes in this question. 
Senator Rospertson. Was Randolph Burgess a director at that time? 
Ir. ZIMMERMAN. Vice president. 
Senator Rospertson. And later became president? 
Mir. ZimmMERMAN. Yes. He could confirm or corroborate my impression. I 
k that it was immediately upon the reintroduction of the clause into the Glass 
that Mr. Giannini was elected a member of the board of directors of the 
National Citv Bank of New York. 
One of those strange things that has happened in my lifetime without my 


nowing why or how occurred this morning. I knew nothing of this book. I 
lor now that the ink is dry in the book, but I happened upon it this morning 

accident, through a mutual friend interested in independent banking. He 
iid to me, “‘Charlie, you remember the story that you told us about cumulative 


voting and how it got into the National Banking Act?” 
aid, ‘Yes.’ 


he said, ‘I have full confirmation of that in a book I got just the 


Senator RoBERTSON. You say that was this morning? 


Mr. ZimmMeERMAN. Yes. I hadn’t heard about this book until this morning. 
I never had an inkling that there was such a book. 
Senator RosprertTson, You have heard “all things work together for good to 
en ho love God’’? 
\fr. ZimmMERMAN. I have endeavored to live right. As I once said before in a 
mittee meeting, I have never wanted to be a financial magnate of any kind, 
simply to do my work. I am going to read from this book in confirmation of 
he things I have mentioned here, I do think there must be a leading of some 





Senator Roprrtrson. What is the name of this book? 
Mr. ZIMMERMAN. Biography of a Bank, the Story of the Bank of America 
va nal Trust & Savin \ssociation It is Mr. Giannini’s book. 


Senator Ropertson. That makes it official, doesn’t it? 
Mir. ZIMMERMAN. I should say so. 
Quoting says—this was Senator Glass: ‘‘He 
praised the new law generally,’’ Senator Glass didn’t understand the question, 
he later found out—singling out for mention—‘‘the provision that minority 
f a national bank have a right to elect representatives on the board 
of 1 institution in proportion to the stock they hold.” 
Chat would be a natural inference to make without knowing the inside of the 
proper methods of operating a smaller bank. 
It is litthe wonder that Giannini liked that feature of the law’’—and this is to 
he was responsible for it. The situation that prompted 
et concerned the National City Bank of New York, in which Trans- 


imerica | s time owned a tenth stock interest. 


as briefly as possible, page 3 


om Waders oO 


be underscored—“‘‘sinee 
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| 
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“A part of the deal by which Elisha Walker had sold the Bank of America 
National Association to National City was that Transamerica should forego 
board representation.” 

Senator Ropertson. Let’s see. At the start, they didn’t want him? 

Mr. ZIMMERMAN. I think, Senator, you are able to use your own judgment on 
that. I will just interject this thought, that banking sentiment throughout 
America did not favor the methods and policies of Mr. A. P. Giannini on the 
west coast or anywhere else in respect to the building of a powerful centrally 
controlled domination of finances anywhere. In my opinion, bankers who have 
the idea of service to the public don’t indulge in that type of idealism. 

So I will just read that sentence again: ‘‘A part of the deal by which Walker 
had sold the Bank of America National Association to National City w: 
Transamerica should forego board representation on the National City Bank. 

“This was so unfair’’—this is in the Bank of America book—‘‘that Gianni 
had Grant, the president of Transamerica’’—that may be underscored—“‘‘ask for 
recognition. Grant got nowhere. In the spring of 1933, Giannini | lunch 
with James W. Perkins, who had just succeeded Mr. Charles E. Mitchell as 
chairman of the board of National City 

“Giannini liked Perkins, whom he described later as ‘a gentleman of the old 
school.’ The westerner marveled that, after long exposure to the ‘questionable 
practices prevailing in Wall Street, Mr. Perkins had so steadfastly stuck to his 
ideals.’ 

“The New Yorker also liked Giannini—everybody liked Giannini—and 
lunch was the beginning of their long, close friendship 


as that 


I can say that he was a grand guy, but f ew wha ‘ anted a 
oftentimes how to go about getting it 

‘It did not, however, serve to get Giannini his place « the ard é 
attributed to the opposition of Morgan 

He may have attributed it to Morgan, but that w: : eneral sentime 
I might use an expression which is common Lat yut I will 
the regard in which the bankers of New York, the d \ yx financiers held 
Mr. Giannini as a promoter. 

Senator Rosperrson. I was cum laude in Latir You may quote it to: 

Mr. ZIMMERMAN. | will say, “persona non grata.’ 


Senator, I think I know what that means 
Mr. ZIMMERMAN (reading 
“From New York, Giannini went to Washington and 

to wire Will Morrish—who was the president of the Ba | 


ceeded in getting amendment in Glass bill that will per? 

‘back,’ but he didn’t say that; he said: amendment in Gla ill 
. 1 

permit minority being represented on national bank 


Senator Ropertrson. By cumulative voti 


Mr. ZIMMERMAN. Yes. Now, the sequel, and 


is inaccurate: ‘‘After the bill had become a law m re Lis lt is alte 
Giannini was able to have cumulative v« ei! 1 il] 
immediately thereafter; I might be mistaken rta 

sion “John Francis Ne} lan, visiting in New York, fc J 

over a letter inviting Mr. Giannini to become a director. Son ar! 

the banker was having difficulty expressing himself.” 

Senator Rorpertson. He was laborin ver a letter | ) in T} 

Virginia He always said it made him s at even to a i wintel 
time. 

Mr. ZIMMERMAN. Senator, when our activities are based upon personal a1 
bition and we run against peop e who are trying to be kind a little embart 
ing to the other fellow So Neylan suggested, Why no ll him on the 
phone?” 

Senator Ropertson. With all due deference, I think ‘ nade it al 
who sponsored the amendment and what the purpos Mr. ¢ ni r- 
ganized the bank. What was it called to begin with? 


Mr. ZIMMERMAN. The Bank of Italy. 
Senator Ropertson. Did that get control of other ba 


Mr. ZIMMERMAN. Yes And may I say this, that rder t 


ability to get control of the other banks in California, he is instru! i 
having a statewide branch banking law introduced into the State law of the 
State of California 

Senator Ropertson. He used this same provision t I n tl ari 
of directors of these banks that he acquir 
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Mr. ZIMMERMAN. Of course, under the Bank of Italy, he had a branch banking 
system which gave him automatic control. But the bank stocks that were owned 

Transamerica did not give him that privilege but gave him a claim for a 
privilege, which in my opinion he expanded very rapidly throughout the west 
coast area, and perhaps he did it through the threat of cumulative voting. 

Senator Ropertson. When did the Bank of Italy become the Bank of America? 

Mr. ZIMMERMAN. I wish I could tell you exactly, but I should say probably in 
1937 or 1938 

Senator Ropertson. When did the Bank of America become the biggest bank 
in the United States? 

Mr. ZimMERMAN. Well, in the 1940's. 

Senator Ropertson, It is now the biggest bank in the United States? 

Mr. ZIMMERMAN. That is correct. 
Senator Ropertson. You testified before our subcommittee when I had a bill 

ling to curb bank holding companies? 

Mr. ZIMMERMAN. That is correct. 

Senator Ropertson. Is Transamerica probably the largest of those bankholding 

panies 

Mr. ZrmMERMAN. Yes. May I say this: The action by the Federal Reserve 
Board wishing to have a bank holding company law enacted was based upon the 
and aims of Transamerica and A. P. Giannini to extend his power in other 
ates by buying up bank shares and having what may be called remote control 
enator Ropertson. Mr. Giannini was a very able man, wasn’t he? 
r. ZIMMERMAN. Decidedly so. 
Senator Ropertrson, You have indicated that he said branch banking was just 

d the corner 
Mr. ZimMeRMAN. In 1927 that was his pronouncement. 
Senator Rospertson. It was closer to the corner than prosperity back in 1930? 
Mr. ZIMMERMAN, That is correct. 
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ator Roperrson. He was for branch banking and he was also behind the 
ovement for bank holding companies? 

‘Ir. ZIMMERMAN. That is correct. 

Senator Rosertson. And he was the sponsor of this provision in 1933 for 


! > 
it) a Ve OLINY 


Mir. ZIMMERMAN. On the record 
Senator Roperrson. Which was a part of his well-conceived idea to concentrate 
Ir. ZIMMERMAN. That is true. 
ator BrickER. What is the largest bank holding company now? 
Mr. ZimMERMAN. I still think it is Transamerica without any question. In 
at respect I could very well be speaking for the independent bankers of the 12th 
federal Reserve District 


Now, I would like to interject just a thought in respect to the smaller banks in 


State of Pennsylvania. You know I have always had the idea that Giannini 

tioned in the Bibl In the Book of Job. if anv of vou folks have a Bible, 

0 in read about Behemoth. The example that Mr. Giannini has set in the 
U1 | States was to be the dominant man despite anything else in banking 


s ator ROBERTSON Do vou remember that Job also said, “T wish that mine 
adversary had written a book?” 
\Ir. ZimMMERMAN. Yes. I think you have that right, but Job didn’t mean that 
If his adversarv would write a book, Job could be guided better. But 


} 


at particular expression has been turned to mean that if you wrote a book you 


are sometimes going to be convicted on it 
What I should like to say now, on behalf of the smaller banks in Pennsylvania, 
ind I am somewhat sorry that my good friends from the Comptrollers Office 
ive left, because upon the same type of procedure that was first developed by 
Mr. Gianni ve have now in Pennsylvania 3 banking institutions—2 in western 
Pen vania and more recently 1 in eastern Pennsylvania—which in my opinion 
ire endeavoring to follow Mr. Giannini’s lead, very much to the detriment of our 
ome-owned and home-controlled banks throughout Pennsvlvania. 
| a yvvement, as I testified in 1950 before your committee, Senator 
Robertson, I said that the Comptrollers Office has been responsible to a very 
large exte for this breakdown in the integrity of our branch banking act in the 
State of Pennsylvania. The cumulative voting privilege, in my opinion, is an 


ited evil, because whether at the instance of the men who are attempting 
organizations now in the State of Pennsylvania, or by 


iw 


a ave some stat! respecting a certain bank, either within the 
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board or without the board, cumulative voting now opens the way by which 
discordant elements, and maybe I should say obstreperous elements, can find 
recognition within a board and make everybody so uncomfortable that they feel 
the thing to do now is to sell out to one of these branch city institutions such as 
we have in Pittsburgh and Philadelphia. 

Senator Ropertrson. Do you think Mr. Healy was correct in saying that th 
independent banks of today genuinely desire to promote the welfare of the con 
munity in which they are located and to that end make it a policy to give repre- 
sentation to the industrial interests? 

Mr. ZIMMERMAN. I didn’t catch that 

Senator Ropertson. Do you think Mr. Healy was correct in telling us that the 
independent banks of today genuinely desire to promote the welfare of the com- 
munity in which they are located and to that end make it a policy to give repre- 
sentation to the industrial interests, financial interests of the community? 

Mr. ZIMMERMAN, Yes, sir. Senator, I consider the No. 1 paragraph in the 
statement of the American Bankers Association as being of outstanding signifi- 
cance. I hope it will be seriously regarded by your committee 

Senator Ropertson. Are you prepared to say that the bankers of Pennsylvania 
approve this bill? 

Mr. ZIMMERMAN. I would say that aside from the people who are interested in 
expanding branch banking, every banker who knows the practical side of banki 
would be in favor of the bill. I-never knew a banker openly not to be in favor of 
attempting to maintain the solidarity and the unification of the policies of a board 
of directors. 

Senator Ropertson. Do vou know of specific instances where this provision of 
the law has been utilized against the best interests of the bank and the community? 
You needn’t name them all. 

Mr. ZIMMERMAN. I do hope I don’t have to give the name of the bank. 

Senator RoBertson. I won’t press you for that. 

Mr. ZIMMERMAN. But I can tell you that within the last year some of the legal 
men in the State of Pennsylvania are now aware of the aggressions that can be 
achieved since so many of these banks have become profitable through cumulative- 
voting. They will encourage some man, not from the standpoint of his achieve- 











ment in business or in community standing, to go to some of his personal friends 
and solicit their proxies and vote these men on the board and oust men from tl 
boara who are larger shareholders and who have the entire confidence of the 
community, to an extent that these new men do not have 

I think that is as far as I want to go, because after all the officer of those banks 
are like Mr. Perkins, they are just a little embarrassed 

Senator Ropertson. You have been very helpful to us We are fortunate to 
have as a witness a man who has been a practical banker for a half century, who 
knows the inside of the law, tells us the aspects of it and why it ought to go out 
We thank you very much. 

Mr. ZIMMERMAN. I appreciate your courtesy. Iam sorry I took so much of the 
committee's time. 


[Editorial, Huntingdon Daily Ne 
CHARLES F. ZIMMERMAN (1878-1954 


‘“‘Seeth thou a man diligent in his bu 
before kings: he shall not stand before mean men.” 





In seeking a fitting epitaph for the late Charles F. Zimmerman, there came to 
mind this verse which describes the rewards of diligence Certainly, during the 
lifetime of this amazing man, he stood respected among the leaders of our Natio 
in recognition of his ability, his wise counsel, his accomplishments 


There have been few Huntingdon men, in private life, who have bee widely 
known as Mr. Zimmerman. Through his work as secretary of the Pent nia 
Bankers Association for 28 years and his influence in the American bankers 
Association his name was known to bankers, large and small, all over t} 
Although a small town banker, he became a national figure in his fight to preserve 
the integrity of all bankers and to prevent big chains of banks from taki LW 
the traditional role of a banker as an integral part of a community 








28 ELECTION OF NATIONAL BANK DIRECTORS 


iness acumen were also recognized in his election at differ- 

f the Pennsylvania State Chamber of Commerce and of 

er of Commerce. 

1e achieved were “not attained by sudden flight”’ as the poet 
t grasp of the banking business, solidified by vears of 


usiness and 


i the ability to see it in the long-range view. 





expresses 10; Dut by a Drillian 


careful attention to this 


jut it was not solely as a business leader that Charles Zimmerman will be 
remembered. After coming to Huntingdon in 1926 to succeed the late Osear Irwin 





president of the First National Bank, he gave freely of his talents to the institu 


t of the vn which help to make our community a better place in which to 
live He was a community man in the fullest sense. 

H ork for |} church, the Presbyterian; his devoted service to the J. C. Blair 
Mi t Hospital board of trustees; his service in years past to the Huntingdon 





enter; his directorship of the county libr: These come readily 
to 1 To this list could be added many others 
One of the tter is not wrt! In his desire to help the young businessme! 
tives of t he organized a class in public speaking. To this he gave 
1 ore 1 experience of a first-rate public speaker toward helping tt! 
ear ow to express themselves in public Many a Huntingdo1 
t i 1 speaker Owes I success to this class of some vears ago, 
| riter 1 | a rd of advi iven him shortly after he succeed 
Lop p t D Ne through the death of the former publisher 
| Bid 
( rs ( » De 1¢ bv harassing details nd 
ul e your » and your work in the light of perspect 
i I I and yvour Work It! contemplation to determine 
t ( deed, bogged down. His sound 
rompts ) place on record this brief appre 
Coe | ( t make 1 for the new: the time 
{ \ n we go forward to meet our M T It. is useful 
the fir ( mple ) se who | e gon 
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voting for directors have been employed as a means to furnish the ambitions of 
a minority seeking to bring about the sale or consolidation of a bank in which 
they have no real interest other than to make a profit on such a sale or merger. 
Present powers in supervisory agencies are ade squate to protect the public against 
mismanagement of a bank and there is in our opinion no need for cumulative 
voting for the directors of a national bank, therefore, provisions of 8. 256 making 
it optional with the shareholders of a bank to eliminate cumulative voting meet 
with our hearty approval. 

INDEPENDENT BANKERS ASSOCIATION, 

127TH FEDERAL RESERVE DistRIcr. 
Harry J. Harpina, President. 





THe First NATIONAL BANK OF TAMPA, 
Tampa, Fla., March 28, 1955. 
Hon. GeorGr SMATHERS, 
United States Senate Office Building, 
Washington, D. C. 

Dear Senator: I see where 8S. 256 is scheduled for hearings on April 7. 

The purpose of this letter is to let you know that I am opposed to any change 
in the presentlaw. The basis for this opinion is that the elimination of cumulative 
voting either permissively or otherwise would tend toward the disassociation of 
ownership and management which to me is a very important factor. In many 
of the larger banks a relatively small group of officers often control the situation 
without owning many of the shares of the bank. Although this does not neces- 
sarily make for bad management | still feel that for a capitalistic system to 
properly function that owners should control management. 

Very truly yours, 
R. A. Liceert. 

Senator Rosertson. This closes the testimony on this measure. 
The Chair wishes to announce that as soon as practicable after 
Easter he will call the committee into executive session and will 
report to the full committee. 

xT ° a . E . 
Ve hope the full committee will find a chance within the near 
future to act on the measure. 

We want to thank all witnesses who were good enough at their own 
expense to come here and give us the benefit of their views. 

The committee will stand in recess subject to the call of the Chair; 

(Thereupon, at 11:02 a. m., the subcommittee was recessed, subject 
to the call of the Chair.) 
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